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STATEMENT FROM GOVERNOR PHIL BREDESEN

REGARDING TENNESSEE’S UPGRADED BOND RATING FROM STANDARD & POOR

“We’ve worked very hard for four years to get our state’s budget under control and to
improve the operation of state government,” said Governor Phil Bredesen. ‘“Earning this
upgrade from Standard & Poor’s is like receiving the Good Housekeeping Seal of Approval.
We are doing the right things in Tennessee and | am committed to continuing our progress.”
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DALLAS (Standard & Poor's) COct. 12, 2006--Standard & Poor's Ratings Services
raised its standard long-termrating and underlying rating (SPUR) on Tennessee
S GO debt one notch to 'AA+ from'AA based on the state's continually

i mproving financial position.

I mproving finances are supported by structural budgetary stability, which
was brought on by refornms to TennCare, the state's Medicaid program continued
reserve growth, including the forecast of a record high $497 million rainy day
fund by fiscal year-end 2007; and Tennessee's stable overall econony.

Addi tional factors that support the rating include the state's recent
hi story of structurally bal anced budgets; retirenment systemthat has a fundi ng
ratio of nore than 99.8% and | ow debt burden, coupled with the noderate
i ssuance of additional debt.

The state's potential financial vulnerability during economc cycles in
the future due to its reliance on sales tax revenues for about 64% of total
tax revenues constrains the rating.

"We believe the cost-contai nnent nmeasures inplenented by state officials
to TennCare will, along with overall econonmic stability, help Tennessee
mai ntain its structural budgetary stability and reserves that are in-line with
managenent's forecasts,"” said Standard & Poor's credit anal yst Ted Chapman

"Al though Tennessee officials will still face chall enges funding TennCare, we
think the programis benefit linmtations and ability to now disenroll
beneficiaries will provide a nore neasured rate of expenditure increases.™

Fi scal 2006 marked the first full fiscal year in which Gov. Phil Bredesen
could fully inplenent his | ong-fought-for benefit and enrollee cuts. Total
TennCar e program expenditures nearly doubled fromfiscal 2000-2005 to $8.700
billion; the enacted fiscal 2007 budget appropriated $7.455 billion for
TennCare. In fiscal 2003, the state raised its sales and use tax by 1%to help
address severe budgetary stress and structural financial inbalance. Each year
since then, officials have posted operating surpluses, as well as increases to
revenue fluctuation reserves. Managenent budgeted for reserves of $497 mllion
by fiscal year-end 2007, which would be in-line with statutory requirenents
that call for the nmaintenance of the rainy day fund at a m ni nrum of 5% of
state tax revenues.

Econom ¢ grow h has been increnmental, but positive, since Sept. 11, 2001,
and throughout the state's fiscal crisis. Froma peak of 1.6%in 2004 to 1.2%
in 2006, job growh has renai ned steady.

State officials intend to issue $125 mllion of additional GO debt in
Novenber 2006.

The rating action affects roughly $1.08 billion of GO debt outstanding.
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Complete ratings infornmation is available to subscribers of
Rati ngsDirect, the real-time Whb-based source for Standard & Poor's credit
ratings, research, and risk analysis, at ww.ratingsdirect.com Al ratings
affected by this rating action can be found on Standard & Poor's public Wb
site at www. standardandpoors. com under Credit Ratings in the |eft navigation
bar, select Find a Rating, then Credit Ratings Search.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities designed
to preserve the independence and objectivity of ratings opinions. The credit ratings and observations contained herein are solely
statements of opinion and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other
investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or other
opinion contained herein in making any investment decision. Ratings are based on information received by Ratings Services.
Other divisions of Standard & Poor's may have information that is not available to Ratings Services. Standard & Poor's has
established policies and procedures to maintain the confidentiality of non-public information received during the ratings process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such
securities or third parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the
rating, it receives no payment for doing so, except for subscriptions to its publications. Additional information about our ratings
fees is available at www.standardandpoors.com/usratingsfees.

Copyright © 1994-2006 Standard & Poor's, a division of The McGraw-Hill
Companies. All Rights Reserved. Privacy Notice The McGraw-Hill Companies
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